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Corporate Profile 
TUSK Energy Inc. is an emerging junior company engaged in the exploration for, development 


of and production of oil and gas in Western Canada. The Company has built a track record of 
growth by effectively exploiting acquisitions and through full-cycle exploration success. 


The Company takes a conservative approach to its business by striving to maintain 
commodity balance in production and reserves, pursuing a varied growth strategy of 
exploration, development and acquisition and managing its commodity price risks through a 
regular price protection program. The exploitation programs of the Company concentrate on 
natural gas prospects. TUSK is a public company which trades on the Toronto Stock Exchange 
under the symbol “TKE”. 


-www.tusk-energy.com : 
TUSK maintains an internet site which includes annual and quarterly reports, news releases, 
analyst reports and a regularly updated corporate summary and PowerPoint presentation. 


Stockholder Information 


As of December 31, 2003 the number of common shares outstanding was 32,427,705. The 
Annual & Special Meeting of the shareholders of TUSK Energy Inc. will be held at 2:00 p.m. 
Calgary time on Wednesday, May 12, 2004 at The Calgary Petroleum Club, 319 - 5th Avenue S.W., 
Calgary, Alberta. 


Fighlights 


Financial We cae OMe Dec. 31,2003) 
49,534,583 
10,108,976 


Revenue (net of royalties) 
Net Income (Loss) 
Per Share 0.38 
Cash Flow From Operations 36,258,976 
Per Share 1.37 
Working Capital (Deficiency) $ (4,184,745) 
Before Bank Indebtedness 
Total Assets 


Bank Indebtedness 


Weighted Average 
Common Shares 


$ 168,519,969 
$ 45,300,000 


26,402,368 


___ Dec. 31, 2003 


Operating 


Production 
Oil & NGLs (bpd) 
Gas (Mcfd) 17,710 
Boepd 4,627 
per million common shares 175 
1P Reserves (proved) 
Oil & NGLs (Mbbls) 1,760 
Gas (MMcf) 327357 
BOE 7, slSy3' 


2P Reserves (proved 
plus risked probable) 
Oil & NGLs (Mbbls) 3,905 
Gas (MMcf) 58,519 
BOE 13,658 


Well Participations 
gross 56 
net Bs7, 
net success 81% 

Land Holdings (Canada) 
gross acres 
net acres 


VOUS 


bilspec te 
236,061 
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16,957,486 
OS AOS! 
0.22 
12,268,131 
0.74 


(1,282,181) 


48,699,862 
12,200,000 


16,532,867 


1,034 
6,063 
2,045 

124 


95a 
16,609 
4,719 


2,356 
20,596 
5,789 


29 
1352 
84% 


197,395 
77,138 


+192 


+184% 
+73%o 
+196% 
+85% 


+226% 


+246% 
+271% 


+60% 


+62% 
+192% 
+126% 
+41% 


-10% 
+95% 
+52% 


+66% 
+184% 
+136% 


+93%o 
+140% 
-4%o 


+161% 
+206% 
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Production Growth 
(boepd) 


4,627 


TK 


Message to Shareholders 


TUSK continued to grow in 2003, expanding its production by 126%. Cash flow 


increased 196% and cash flow per share was 85% higher than the levels of the 


prior year. 


2003 Highlights , 
e drilled 56 gross wells (15 oil, 29 gas); : tee i 
e drilling success rate of more than 80% on a net well basis; mes 
e consistent growth in production, cash flow and cash flow per share; 

e reserve additions (2P) replaced production by 143%; 
e reserves growth (proved) of 52%; 
e reserves (2P) growth of more than 136%; 


e completed three key acquisitions; 


36.3 1.37 
¢ G&A per boe of $1.30; 
e return on equity of 15%. 
0.74 
i723 
0.34 
0.25 
4.9 0.20 0.20 
3.5 
sen0ll 
ool 
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Consistent Growth 


_ THREE ACQUISITIONS , 
During the year TUSK made three significant acquisitions - two corporate acquisitions and 


the purchase of additional interests in a key asset. 


First was the acquisition of all of the shares of Del Roca Energy Ltd. at the end of January by 
way of a take-over bid. This acquisition added production of 600 boepd evenly split between 
gas and light oil. The key elements of the Del Roca acquisition were low decline rates, long 
reserve life and development opportunities - particularly in the Columbia area of West 
Central Alberta. Upon the closing of the transaction, TUSK production increased to 
approximately 3,000 boepd. 


At the end of June a second corporate deal was completed. The acquisition of all of the 
shares of Sunfire Energy Corporation by way of take-over bid added approximately 1,500 
boepd, more than 90% of which was natural gas. The key elements of the Sunfire acquisition 
were the bias towards natural gas and shallow gas exploration and the development potential 
of more than 55 square miles (sections) of lands in the Thorhild/Radway area northeast of 


Edmonton. 
\ 


In September, TUSK made its last acquisition of the year by purchasing, jointly with an existing 
partner, the interests of a private company in the Shane Kiskatinaw pool. This cleared the way 

f 
for a pooling agreement and the resumption of production and increased the interest of TUSK | 


to approximately 28% of the entire pool. 


Cash Flow Growth 19602°lo 


FINANCINGS TRACK GROWTH 
The financings done during the 2003 fiscal year track the steady growth in the Company's 
production and share price. In January, as a part of the consideration for the purchase of Del 


Roca, TUSK issued 2.8 million common shares at a deemed price of $2.56 per share. At the 
end of June, contemporaneous with closing of the Sunfire take-over bid, TUSK closed an 
offering of 9.5 million subscription receipts at $3.05. All of the subscription receipts were 
converted to common shares on the acquisition of Sunfire. In December, TUSK closed an 
offering of 2.225 million flow-through common shares at a price of $4.50 per common share. 


MANAGING DEBT 

Reflecting the steady growth in the Company’s assets, our line of credit increased from 
$20 million at the start of the year to $60 million by June 30 when the National Bank joined 
the Canadian Western Bank as providers of our credit arrangements. As of the end of the year 
our line of credit was $60 million of which $45.3 million was drawn. Indicative of the 


conservative inclinations of both the management and the board of directors, current debt 


remains relatively modest - less than one year’s cash flow based upon present rates of 


production and current commodity prices. 


PRODUCTION CONTINUES TO GROW 

Through a combination of strategic acquisitions, new exploration and development drilling, 
production grew steadily throughout the year. Production for 2003 averaged 4,627 boepd, 
more than 126% higher than the 2,045 boepd realized in 2002. On a quarter by quarter basis, 
2003 production increased from 3,292 boepd in the first quarter, to 4,383 boepd in the 
second, 5,026 boepd in the third and 5,775 boepd in the fourth quarter. 


Our commodity mix became more gas weighted during the year with natural gas increasing to 
64% of corporate production during the 2003 fiscal year compared to 49% of total corporate 
production in 2002. This was a consequence of a management focus on gas in our exploration 
effort over the past several years which resulted in gas production growth during 2003 from 
Saddle Lake and Shane, and the acquisition of Sunfire which was more than 90% gas. 
Production during the fourth quarter was 68% natural gas. 


RESERVES GROWTH 

All of the Company’s oil and gas reserves were evaluated effective as of January 1, 2004 in 
accordance with NI 51-101. Total proved reserves increased 52% during the year to 

7,153 mboe. Total proved and probable oil and gas reserves (2P) were up more than 136% at 
the end of the fiscal year when compared to the levels of December 31, 2002. Established 
reserves were 5,792 mmboe at the end of 2002 while 2P reserves were 13,658 mmboe at the 
end of 2003. Reserves per share increased as well from 0.33 boe established per share at 
December 31, 2002 to 0.42 boe 2P per share at the end of the 2003 fiscal year. 


RESERVE LIFE 


The application of evaluation procedures mandated by National Instrument 51-101 and our 
rapidly expanding production base impacted reserve life. The reserve life index for proved plus 
probable reserves as of the end of the 2003 fiscal year was 8.1 years compared to 

7.8 years for established reserves at the end of 2002. The reserve life index for proved reserves 
was 4.3 years compared to 6.3 years for the 2002 fiscal year. The lower reserve life index for 
proved is due to both the more stringent standard for proved reserves under NI 51-101 and the 
lower remaining reserves at the Shane property compared to its relatively high production 
rate. Proved reserve life index is 5.4 years for all TUSK properties except Shane. The 2P 
reserve life index for all TUSK properties except Shane is 10.9 years. New reserves which 
have been discovered but are not yet on production are not classified as proved under the 

NP 51-101 evaluations. These reserves, coupled with discoveries made during the first quarter 
of 2004 will lead to a substantially longer reserve life in the future. 


Production Growth 1262°o 
COMMODITY PRICE MANAGEMENT 
Current prices for both oil and gas are near historical highs. While prices may stay at 
relatively robust levels for some time to come, we are well aware that commodity price 
fluctuations can be both severe and sudden. Consistent with our strategy over the past several 
years, we have protected our assets by putting in place downside price protection on a portion 
of both our oil and gas production by way of puts and costless collars. See footnote 12(a) to 
the Consolidated Financial Statments. 


EXPLORATION & DRILLING 


Drilling activity continued to expand during 2003. TUSK participated in the drilling of 56 gross 
(31.7 net) wells, up substantially from the 29 gross (13.2 net) wells drilled during 2002. Drilling 
success continued to be high as almost 81% of the net wells were cased for production. 


As of the date of this report our drilling activities have generated more than 1,100 boepd of 
behind pipe production capability and created multiple opportunities for development of new 
fields in the coming months and years. Three new pools were discovered during the year. 


Full cycle exploration takes time. In the case of our large project area north of the Peace River 

Arch, TUSK started with mapping and seismic purchases in early 2001 and followed this with 
land and seismic acquisition before finally being in the position to drill wells - most of which 

were drilled after the 2003 year end in these winter-only drilling areas. In the exploration 

game, substantial expenditures may be made over a number of years without any reserves 
being credited. After an initial discovery is made, and even if it is the initial well in a pool 

with significant reserves, it may take a number of years and sizeable additional expense 

before any proved producing reserves are able to be credited to the project. 


As a consequence of both the nature of our exploration program and the impact on our 
reserves evaluations of the recently enacted NI 51-101, overall costs for the finding and 
development of additional reserves are higher than we had expected. All in F&D costs (2P) 
for the 2003 fiscal year are $14.57 per boe and our three year average costs are $12.38 per 
boe (established in the case of prior fiscal years). Acquisition costs per BOE were $9.05 
resulting in a finding, development and acquisition costs per BOE of $10.53 (three year 
average of $10.36 re-stated to comply with NI 51-101). 


TUSK has become a much larger company over the past few years and now has the financial 
resources to be able to pursue more substantial investments in longer term projects seeking 
larger reserve accumulation and longer reserve life. This has had a detrimental effect on our 
F&D costs for 2003. Investments made during 2003 and the first quarter of 2004 led to 
discovery of 5 new pools (2 in Q1-2004) which, in the opinion of TUSK management, will 
have a significant impact upon the production, reserves and reserve life of the Company over 
the next 12-18 months. 


CAPITAL EXPENDITURES 


In 2004 capital expenditures of at least $40 million are planned. This is mostly for land, seismic 
. acquisitions and drilling and completion operations and does not include any amount which 
TUSK may expend on corporate or property acquisitions during the year. We will continue to 
evaluate both corporate and property acquisitions to complement our exploratory success. The 
budget plan for 2004 was finalized in early December 2003 and was predicated on average prices of 
US$26.00 per barrel (WTI) of crude oil and Cdn$4.78 per mcf of natural gas (AECO) for the 2004 
fiscal year, considerably below first quarter 2004 and current prices. 


Cash Flow per Share Growth 8S5?2io 


TKE 


OUTLOOK 

Three years ago, TUSK was one of many companies with aspirations for growth. We had 

650 boepd of production, less than $5 million in-annualized cash flow and a run-rate of about 
$0.36 in cash flow per share. Total enterprise value was less than $20 million. 


Today, our peer group is quite different. TUSK is a rapidly growing junior producing almost 
6,000 boepd. At current commodity price levels, annualized cash flow is almost $50 million 
resulting in a run-rate of more than $1.50 in cash flow per share. Our total enterprise value 
is more than $185 million. 


TUSK now has 163,764 net acres (255 square miles) of undeveloped lands, more than 
160 square miles of shallow gas acreage, major projects to pursue in deeper areas, a wealth 
of prospects and opportunities and the momentum to continue our growth. 


The challenge for the 2004 fiscal year is to replace the declines anticipated at Shane and 
elsewhere and continue to expand our production. To that end we already have, prior to the 
end of the first quarter, more than 1,100 boepd of incremental production behind pipe. Most 
of these wells will be brought on-stream during the second, third and fourth quarters. 


TUSK has successfully embarked upon a major exploration program using highly skilled 
technical personnel, like minded and skilled industry partners and a management team 
willing to prudently drill and develop new high impact plays in the Western Canadian 
Sedimentary Basin. TUSK’s winter 2003/2004 drilling program, which began in December and 
continued into March, tested five different Devonian prospects. TUSK participated directly in 
the drilling of four of the wells and farmed out the other. The direct participation wells 
resulted in two gas discoveries in zones above the Devonian, one Devonian discovery and one 
dry hole. The farmout well is being completed as a gas well in the target zone. 


We have a strong foundation for future growth and the financial strength, personnel and prospects 
to achieve our objectives. TUSK has grown at rates well above average for a number of years. By 
ensuring that both the balance sheet and our inventory of opportunities remain strong we will 
continue to provide above average returns for our shareholders. 


The achievements of TUSK during 2003 would not have been possible without the 
commitment, dedication and skill of our entire team - all of our employees, consultants, 
directors and officers. We look forward to a year of continued growth for TUSK in 2004 and 
thank our present and future shareholders for their support. 


On behalf of the Board of Directors 


Willbeblbr— 


Norman W. Holton 
President and Chief Executive Officer 


March 25, 2004 


Exploration & 
Cperations Review 


HIGHLIGHTS 


DRILLING ACTIVITY 


production increased 126% over 2002 to average 4,627 boepd in 2003; 
3 new pool discoveries; 

acquired Del Roca Energy Ltd.; 

acquired Sunfire Energy Corporation; 

entered into pooling agreement on Shane property; 

purchased additional interest in Shane property; 

active program with participation in 56 wells (31.7 net); 

net drilling success in excess of 80%; 

drilled 12 additional shallow gas wells at Saddle Lake & Whitefish Lake; 
initiated new compression facility at Saddle Lake; 

planned expansion of compression facilities at Radway; 

started development of additional long life reserves at Columbia; 


initiated major winter drilling program targeting high impact reserves. 


TUSK’s drilling activity has expanded over the past number 48 years as te Company has 


grown. In 2003 TUSK had a net success rate of more than 80% and participated i in 56 wells as 


shown below. | 


/ 


ACQUISITIONS 

A busy year of drilling was complemented by an active acquisition program. Effective January 30, 
TUSK acquired Del Roca Energy Ltd. by way of take-over bid. The approximately 600 boepd 
acquired through Del Roca was split roughly 50/50 between natural gas and light oil and was 
characterized by long reserve life and a low decline rate averaging less than 10%. 


- The second corporate acquisition, which closed on June 30, was the acquisition of Sunfire 
Energy Corporation by way of take-over bid. The Sunfire acquisition added approximately 
1,500 boepd of which 94% was natural gas. 


Both corporate acquisitions have provided numerous new exploitation opportunities for TUSK. 
Our efforts to: maximize value from these acquisitions continued throughout 2003. During the 
period after the date of acquisition and up to the end of the fiscal year TUSK participated in 
the drilling of 15 gross (8.37 net) wells on lands acquired through the take-over of Del Roca 
and Sunfire. Of these wells, 12.(7.48 net) were gas wells and 1 (0.43 net).was an oil well. 
_ New gas reserves were discovered at Radway and Lodgepole and gas development wells were 
drilled at Siksika, Thorhild and Ft. Assiniboine. In addition, TUSK moved ahead with the 
development of the long life deep gas reserves underlying the Columbia property. 


In September, TUSK closed a significant property acquisition when it jointly purchased the 
interests of a competitor in the Shane Kiskatinaw pool in partnership with another owner. The 
‘closing of this acquisition paved the way for the contemporaneous pooling of all interests in 
the pool leaving TUSK with an approximately 28% working interest and set up the drilling of 
a new gas discovery in a shallow zone (0.50 net) during the first quarter of 2004. 


PRODUCTION 

Average production during the year was 4,627 boepd. Of this amount 64% was natural gas, 
6% was NGLs, 30% was oil with less than 1% being heavy oil. The table highlights the areas 
of production focus. 


Alberta - Southeast 
Alberta — Northeast 
Alberta — West 


Peace River Arch 
North 
Saskatchewan 
Total 


Production has grown consistently over the past years. Average production for the year was 
126% higher than the levels of 2002 with a 62% increase in oil and NGL production and a 192% — 
increase in natural gas production. 5 


TKE 


Focus Areas" 

Exploration and development programs met with considerable success in 2003 when three 
new pools, most of which will lead to further development, were discovered. Drilling in the 
first quarter of 2004 continued that trend with the discovery of 2 additional new pools. 
Exploration programs in 2004 will continue to focus on northeast and western Alberta and 
the Peace River Arch and northern areas of Alberta and British Columbia. 


Saddle 


Edmonton 


Pembina 


Columbia 


@ Siksika 


= Gale) 
“9 Alberta Saskatchewan 
Reserves Value Commodities 


(2P 10% DCF, Forecast Prices, BTAX) 


Gage Columbia 
4% 


Siksika 


Light/Medium Oil 
35.6% (Includes NGLs) 


Other 
18% 


Pembina 
8% 


Hartaven 
8% 


Natural Gas 
Shane 64% 
10% 
Saddle Lake & f 
Whitefish Lake rhs 
23% h 


Thorhild & 
Radway 
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ALBERTA -— SOUTHEAST 

This area is located south of Edmonton and east of Calgary and includes a large area 
stretching north from the U.S. border to township 50 and west from the Saskatchewan border 
to the fifth meridian. The area includes producing interests on the Siksika First Nation. 


TUSK continues to explore at Siksika and a few other areas in the southern part of Alberta. 
During 2003, TUSK participated in 6 wells (2.76 net) resulting in 5 gas wells (2.38 net) and 
one dry hole (0.38 net). Typical well depths in the area are between 450 metres to 

1,700 metres depending on the specific area and the horizon targeted. TUSK holds interests 
in 26,717 gross (18,885 net) acres of undeveloped land in the Southeast Alberta area. 
Production from the area averaged 341 boepd (96% gas) in 2003. 


ALBERTA — NORTHEAST 
This has been one of TUSK’s most active drilling area for Production by Area 


the past several years. Located generally north and east 5 
Siksika 
9% 


of the City of Edmonton, this area stretches north Hanaved 


from township 51 to township 80 and west from the ate 


Saskatchewan border to the fifth meridian. 
Columbia 
5% \ 


During the year, TUSK drilled a total of 17 gross 
(11.05 net) wells in this area. All of these wells 
were cased for natural gas production. Drilling 
depths are shallow - typically 500 to 850 metres. 
There is multi-zone potential in most areas and 
the majority of the wells drilled by TUSK in 2003 


have producible gas in more than one zone. Key 

Saddle Lake & 

Whitefish Lake 
16% 


targets are generally sands of Cretaceous age. 
Thorhild & 

TUSK continues to add to a sizeable seismic inventory in Radway 

: eae ‘ 14% 

this area, contributing to generation of new prospects on 

our undeveloped lands. The Company has interests in almost 177 

square miles (177 sections) or 133,259 gross (69,143 net) acres of 

undeveloped lands, the majority of which the Company believes is prospective for additional 


reserves of shallow gas. Drilling activity in 2004 is expected to be similar to 2003. 


Total production to TUSK from the northeast Alberta area was 1,081 boepd almost all of 
which (99%) was natural gas. Of this amount 92% comes from our main producing properties 
at Thorhild/Radway and on the Saddle Lake and Whitefish Lake First Nations. Additional 


compression will be added at both of these areas during the first half of 2004. More than 
500 boepd of incremental production is expected to come onstream in May after completion 


of new compression facilities at Saddle Lake. 
ALBERTA -— WEST 


This area is located west and north of the City of Calgary from township 25 in the south to 
township 70 in the north and west from the fifth meridian. TUSK produced an average of 
677 boepd from this area (40% gas) in 2003. Producing areas include Strachan, Columbia, 
Pembina, Norbuck, Lodgepole, Willesden Green, and Meekwap. Three potential gas 
producers (1.60 net) and three dry holes (0.75 net) resulted from the six wells drilled on 
TUSK land during the 2003 fiscal year. Drilling depths ranged from 580 metres to as deep 
as 3,180 metres. TUSK is involved in 76,695 gross (38,561 net) acres of undeveloped land 
in western Alberta. 


A notable property in this area is Columbia where TUSK holds interests ranging from 10% to 44% 
in 22 gross sections of land with potential for long reserve life natural gas in two zones. 
Production at Columbia, which averaged 91 boepd (83% gas) in 2003 exhibits long reserve life 
with a decline rate of less than 10% per annum. TUSK drilled one well here in 2003 and another 
early in 2004. At least four additional wells are expected to be drilled in the summer of 2004. 


Production comes from the Cardium and Viking zones at depths in excess of 2,000 metres. 


PEACE RIVER ARCH 

The Peace River Arch area includes an area defined by township 71 in the south, township 90 
in the north, the fifth meridian in the east and the foothills disturbed belt of northeastern 
British Columbia in the west. In 2003, this area contributed 33% or 1,548 boepd of TUSK’s 
total production volumes with most of that amount (86%) coming from the Shane Kiskatinaw 
Pool which was discovered by TUSK et al in 2001. This high deliverability gas pool averaged 
approximately 8 mmcfd of net production to TUSK in 2003. While no significant decreases in 
production have occurred up to the date of this report, production is expected to decline 
substantially in the latter half of 2004. Replacement of this production is one of TUSK’s most 


important objectives in 2004 (see “Message to Shareholders”). 


TUSK drilled 11 gross (7.7 net) wells on the Peace River Arch in 2003 resulting in 4 (3.70 net) 
potentially commercial wells including a new pool discovery. In 2004 TUSK will more fully 
develop the new pool discovered in 2003 and focus its exploration efforts on creating and 
acquiring land on new prospects targeting various Triassic and Mississippian targets including 
the Kiskatinaw. Drilling depths in this area are usually between 1,200 and 2,500 metres 
depending upon the target formation and the geographic location. TUSK has interests in 


35,496 gross (19,028 net) acres in the Peace River arch area. 


NORTH 
The northern area includes all areas north of the Peace River Arch whether in Alberta or in 
northeastern British Columbia. TUSK’s activities in this region have been generally confined 


to an area south of township 110 and west of the 6th meridian. 


During 2003 the Company drilled 3 wells (0.93 net) in the northern area resulting in a 
potential gas well drilled on a farmout basis at no cost to TUSK, a producing gas well and an 
oil well. The oil well (0.43 net) was drilled in the summer. Both of the gas wells were a part 
of the winter drilling program described below. 


TUSK began an exploration effort in this area in 2001 with geological studies, seismic and 
land acquisition focused on Devonian carbonates. Much of this area is accessible for drilling 
or major field activities only in winter and several years of lead time and prospect generation 
was required before drilling could commence. TUSK’s winter 2003/2004 drilling program, 
which began in December and continued into March, tested five different Devonian 
prospects. TUSK participated directly in the drilling of four of the wells (2.47 net) and 
farmed out the other (0.16 APO). The direct participation wells resulted in two gas 
discoveries in zones above the Devonian, one Devonian discovery and one dry hole. 


The farmout well is being completed as a gas well in the target zone. 


TUSK now holds interests in 32,544 gross (12,404 net) acres Ls 
in the northern area. Net production, mainly from the 

Buick Creek property in northeast British Columbia, was 

minor in 2003, averaging 44 boepd. Additional production 

has been added from the Alberta side of the area in the 

first quarter of 2004 and more significant additions are 

anticipated early in 2005. 


Based upon the success of our 2003/2004 winter drilling 
program increased expenditures for land, seismic, drilling 
and production operations will be incurred during 2004 and 
2005. This area is expected to become a key growth centre 


for TUSK during the next few years. 


TUSK’s efforts in this area were primarily exploration os 
oriented in 2003. Most of the area is accessible only in the 98799,00°.01, 02,03 


winter months and drilling of exploration targets did not 


commence until the latter part of November. The primary Undeveloped Land 
(000s net acres) 


focus in this area is the Devonian. No Devonian discoveries 
were made in the fiscal year but drilling resulted in a new 
gas discovery in a shallower zone. Additional discoveries in 
the first quarter of 2004 will lead to an active program, 

including seismic, additional land acquisitions and drilling 


during the balance of 2004 and beyond. 


SASKATCHEWAN 
TUSK produced an average of 936 bopd (100% oil) from Saskatch 
all of that amount (96%) coming from the Heward/Hartaven area i 


in 2003 with virtually 
e southeastern part of 
the province where oil gravity is light. A minor amount of heavy oil (19 bopd) was produced 
at Silverdale in western Saskatchewan. TUSK drilled 13 wells (6.90 net) in 2003 of which 
12 were cased as potential oil wells and 10 are currently producing. All of the producing 
wells were drilled in the Heward/Hartaven field area. 


TUSK holds 6,666 gross (5,742 net) acres of undeveloped land in Saskatchewan. Due to the 
expanding focus on other areas, our exploration program in southeast Saskatchewan will 


continue at a reduced level in 2004. 


Reserves 


TUSK's reserves were evaluated effective as of January 1, 2004 
in a report (the “TUSK Report”) prepared by Chapman 
Petroleum Engineering Ltd., an independent reservoir 
engineering firm. The TUSK Report has been prepared in 13.7 


accordance with the new standards of disclosure for third Gas 


Oil 


party evaluations mandated in National Instrument 51-101. 
The intent of NI 51-101 is to establish a greater level of 
confidence for both proved and probable reserves by defining 
specific criteria for evaluation of oil and natural gas reserves 


which are to be used by all third party evaluators. Under NI 


alt Gyre) 


50% probability that the actual reserves ultimately recovered | 
will be less than or greater than the proved plus probable 98 99 00 01 O02 03 


reserves estimate. 


51-101, proved reserves (1P) are defined as having a 90% 
probability that the actual reserves ultimately recovered will 
equal or exceed the proved reserves estimated. Probable 


reserves (2P) are defined under NI 51-101 as reserves with a 


Oil & Gas Reserves 


Using the NI 51-101 definitions, TUSK Report assigns the (BOEs) 


reserve estimates based on both forecast and constant price 
and cost assumptions as of January 1, 2004. A summary table 
of oil and gas reserves at forecast prices and costs is shown 


on the following page. 


(Forecast Prices and Costs) 
Light & Medium Oil Heavy Oil _—_—Natural Gas"! Natural Gas Liquids 


Company Reserves 


Gross Net Gross Net Gross Net Gross Net 
Reserves Category $$MSTB  MSTB MSTB MSTB_  MMscf MMscf Mbbl Mbbl 


Proved 
Developed Producing 1,347 il Akal ils 12 22,800 17,668 285 192 
Developed Non-Producing 60 58 3il 29 9,445 7,655 23 AY 
Undeveloped = 5 St 20s 0 0 et 95 0 0 
Total Proved 1,407 1,219 44 41S 25D ec ale, 309 209 
Probable = —s'1,763~—S 1,445 154 = s 127 ~~ 26,162 20,909 228 154 


Total Proved 


Plus Probable 3,171 2,664 197 168 58/519 _46,326 __ 


Columns may not add precisely due to accumulative rounding of values throughout the report. 
Notes: [1] Includes associated and non-associated gas. 


Gross reserves are the Company's share of reserves and net reserves are gross reserves after 
deduction for crown, freehold and other royalties. Volumes may not add due to rounding. 
Approximately 71% of total 2P reserves are natural gas, 23% are light and medium oil and 4% 


are natural gas liquids. A very minor amount (less than 2%) of total 2P reserves are heavy oil. 


NET RESERVE RECONCILIATION 


A reconciliation of the net reserve estimates, after royalties (forecast prices and costs), as of 
the end of the 2003 fiscal year with the reserves reported in the annual report for the year 
ended December 31, 2002 is presented below. Due to the different risk assessments used 
under NI 51-101 the reserve assignments in the TUSK Report are not directly comparable to 
the reserve assignments made in the engineering report prepared for the prior year. The 

2P (proved plus probable) case from the 2003 year-end reserve estimates is reasonably 
comparable to proved plus one-half probable, or established, reserves from the prior year’s 


engineering evaluation. 


Proved (1P) boe reserves in the TUSK Report are 56% higher than the prior year. Reserves of 
oil and natural gas liquids are down 10% while reserves of natural gas are 95% higher than 
the prior year. Proved plus probable (2P) reserves increased significantly over the levels of 
the prior year with boe reserves up 136%, reserves of oil and NGLs up 66% and reserves of 
natural gas up 140%. 


The effect of NI 51-101 has been to move a portion of the reserves which were formerly 
described as.proved into the 2P category. In addition, the application of NI 51-101 
methodology has-resulted in a material portion of reserves discovered in 2003, which would 
formerly have been categorized as proved, being classified as probable. 


Proved : wer eee, eS 
Reserves, January 1, 2003 2 ASy/ Byal 3,625 
Production (5,381) (72) (1,500) 
Acquisitions 14,324 547 37313 
Discoveries and extensions _ BRS 999 1,158 
Revisions (1,019) (598) (891) 


Reserves, January 1, 2004 24,170 1,247 5,705 - 


CF REREAD USELESS PST A SE SETS PERE MEL? 


Probable 

Reserves, January 1, 2003 23 2M B53 791 
Acquisitions 172 8,806 761 2,550 
Discoveries and extensions 4 4,263 305 817 
Revisions (45) 3,440 269 1053. 


Reserves, January 1, 2004 154 102271, = 1 6ss) 5211 


TESST 8 A SESE SE OS NE REA BNET ST ET EN Se Bar SI 


Proved Plus Probable 


Reserves, January 1, 2003 139 15,169 724 4,416 
(established) 


Production (104) (5,381) (72) (1,500) 
Acquisitions 253 23,130 1,308 5,862 
Discoveries and extensions 16 8,052 1,304 1,975 
Revisions 59 2,421 m(329) Fo 163s 
Reserves, January 1, 2004 2,664 168 3.63 43,391 2/935 10,916 


SUMMARY OF NET PRESENT VALUES 


The following table summarizes the net present value before tax of the reserves evaluated in 
the TUSK Report based upon constant price and cost assumptions. The constant price used in 
the evaluation was a WTI price of US$32.52 per barrel of oil and a GRP of CDN$5.61 per 
mmbtu of natural gas. The GRP or gas reference price represents the average of all system 
and direct (firm and spot) sales. The net present values are net of abandonment and 
reclamation costs. The net present values contained in the following table do not represent 


the fair market value of the reserves. 


Net Present Values of Future Net Revenue” — 
Before Income Tax 
Discounted at: 


Undiscounted 5% per year 10% peryear 15% per year 
Reserves Category M$ M$ M$ 7 MS$_ 
Proved 
Developed Producing 119,647 101,497 89,327 80,485 
Developed Non-Producing 37,140 27,239 21,719 18,149 
Undeveloped | She 265 199 155 
Total Proved 157,159 129,001 Lie 245 98,789 
Probable 134,029 86,562 62,525 48,057 
Total Proved plus Probable 291,188 215,563 s/s} TL) 146,846 | 


Notes: [1] Includes ARTC. 
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RESERVE LIFE INDEX 

The reserve life index is calculated effective as of the end of 
the 2003 fiscal year, based on reserves and production net to 
the Company’s interest. The application of evaluation 
procedures mandated by NI 51-101 and our rapidly expanding 
production base impacted reserve life. The reserve life index 
for proved plus probable reserves as of the end of the 2003 
fiscal year was 8.1 years compared to 7.8 years for established 
reserves at the end of 2002. The reserve life index for proved 
reserves as at year end was 4.3 years compared to 6.3 years 
for the 2002 fiscal year. The lower reserve life index for 
proved is due to the reclassification of proved reserves to 
probable reserves and the lower remaining reserves at the 
Shane property compared to its relatively high production 
rate. To the date hereof, the Shane property has experienced 


no significant decline in production. New reserves which have 


21.1 20.6 


- 
| 


14.7 14. 
itll oy 
J a 
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\ 
L 


Gas Reserves 
established for 98-02 
inclusive and 2P for 2003 
(000s MMcf) 


been discovered but are not yet on production are not classified as proved under the 


NI 51-101 evaluations. These reserves, coupled with discoveries made during the first 


quarter of 2004 will lead to a substantially longer reserve life in the future. 


Crude oil & NGLs 
Natural Gas 
BOEs 


The RLI of TUSK’s proved and 2P reserves changes substantially when the calculation is made 


without considering either the production or reserves from the Shane property. Proved RLI 


increases 25% to 5.4 years and the reserve life index based upon proved and probable 


reserves increases 35% to 10.9 years. 


RESERVE REPLACEMENT RATIO 


As TUSK continued to grow in 2003, discoveries, extensions and revisions replaced production by 


1.43 times on a per BOE basis. The ratio is calculated by dividing the aggregate 2P discoveries, 


extensions and revisions (see reserve reconciliation table on page 15) by annual production. 


Crude Oil & NGLs 


Natural Gas 
BOEs 


eS aoe 

3.0 | 

2.2 2.2. 6% 

1.4 | | 
98 99 00 01 02 03 


Oil and NGL 


Reserves 
established for 98-02 
inclusive and 2P for 2003 
(Millions bbls) 


Proved plus 
Probable 


Proved plus 
Probable 


RECYCLE RATIO 

The recycle ratio is determined by dividing the average operating netback per boe by the 
FD&A costs for 2P reserves. TUSK’s net operating profit per boe is more than twice the 2003 
finding, development and acquisition cost per boe. The operating netback per boe comes from 


the table on page 18. 


Operating Netbacks as ig trea me T= 24.04 see 


Current year FD&A costs 
Proved plus Probable ed ee 


FINDING, DEVELOPMENT AND ACQUISITIONS COSTS 

NI 51-101 specified how finding and development (“F&D”) costs should be calculated if 
reported. NI 51-101 required that the exploration and development costs incurred in the year 
along with the change in estimated future development costs be aggregated and then divided 
by applicable reserve additions. The calculation specifically excludes the effects of 
acquisitions and dispositions on both reserves and costs. By excluding the effects of 
acquisitions and dispositions TUSK believes that the provisions of NI 51-101 do not fully 
reflect TUSK’s ongoing reserve replacement costs. Accordingly, TUSK will also report finding, 
development and acquisition (“FD&A”) costs that will incorporate all acquisitions net of any 
dispositions during the year. The calculations of TUSK’s F&D and FD&A cost, based upon gross 
reserves, are shown in the table below. 


Finding and Development Costs Th ES2OOS ENG Teenie 
Land $ 3,005,678 1,164,697 1,981,516 
Seismic and other exploration costs 4,657,731 2,298,099 2,119,985 
Drilling andcompletion 18,094,027 7,911,474 4,693,569 
Total 25,757,436 11,374,270 8,795,070 
On stream 4,902,446 3,048,069 3,382,045 
Total 30,659,882 14,422,339 Ae ALTE ANS) 


Change in Future Costs Between 
Years Proved plus Probable 6,735,000 (5,270,000) (2,188,000) 


Adjusted Finding and 


Development Costs $ 37,394,882 $ 9,152,339 $ 9,989,115 
BOE Reserve Additions 


Net of Revisions (before royalties 2,566,000 822,000 1,177,000 


Finding and Development 
Costs per BOE 14.57 $ 11,13 


Acquisition Costs 


Costs of Acquisitions $ 63,284,691 § 0 $ 3,508,763 
Net Reserves Acquired, 2P (BOEs 6,992,000 0 351,000 


Acquisition Costs per BOE $ 9.05 $ 0.00 $¢ 10.00 


Finding, Development and Acquisition 
Costs per BOE $ 10.537 $ 11.1353 8.83 


ASSET VALUE PER COMMON SHARE 

Net asset value per common share increased to $4.24 per common share as of December 31, 2003 
compared to $3.46 at the end of 2002 and $2.19 at the end of 2001. The calculation method has 
been changed effective with the calculation below. Proved and probable reserves were evaluated 
by the Tusk Report in accordance with NI 51-101 while in prior years “established” reserves 
valuations were used. Fair value of undeveloped land was determined internally using the 
method prescribed by N1 51-101 giving consideration to acquisition costs, recent sales and 


recent farm-in agreements. Seismic data value was determined internally using actual acquisition 


cost discounted to estimated replacement cost. 


Assets” 


Working Capital (Deficiency) $ (4,184,745) 
Proved and Probable Reserves (@ 10% DCF BTAX, Constant Price & Costs) 173,770,000 
Undeveloped Land (153,800 net acres) 8,532,000 
Seismic Data 4,432,000 
Other Assets, Net — : eee 826,246 


183,375,501 


Liabilities 

Bank Indebtedness (45,300,000) 
Obligations Under Capital Lease i - (522,131) 
Net Asset Values 0 os ee ere ee eee 
Common Shares Outstanding December 31,2003 000 82,427,705 


$ 4.24 


Year Ended Year Ended 

December 31 December 31 

2003 2002 

Gross Revenue 36.66 29.63 
Royalties, Net of ARTC © UES! 6.90 


Net Revenue 29.33 Pole f: 


Operating Expense _ : - 5.29 3.38 
Net Operating Revenue 24.04 19.35 
General & Administrative 1.30 1.87 
Interest Expense 1.16 1.02 
Capital Taxes . ; 0.11 0.01 
Cash Flow __ 21.47 16.45 
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Management's Financial 
Discussion & Analysis 


The following analysis and discussion is provided by the management of TUSK Energy Inc. 


(“TUSK” or the “Company”) should be read in conjunction with the audited consolidated 


financial statements for the years ended December 31, 2003 and 2002. 


tHe same = 


‘a 
A ee 


Basis of Presentation - The financial data presented below has been prepared in accordance with Canadian generally 


accepted accounting principles. The reporting and the measurement currency is the Canadian dollar. 


Non-GAAP Measurements - The Management's Discussion and Analysis contains the term cash flow from operations, 
which should not be considered an alternative to, or more meaningful than cash flow from operating activities as 
determined in accordance with Canadian generally accepted accounting principles as an indicator of the Company’s 
performance. The Company's determination of cash flow from operations may not be comparable to that reported by 
other companies. The reconciliation between net earnings and cash flow from operations can be found in the 
consolidated statements of cash flows in the unaudited interim consolidated financial statements and the audited 
consolidated financial statements. The Company also presents cash flow from operations per share whereby per 
share amounts are calculated using weighted average shares outstanding consistent with the calculation of earnings 


per share. 


BOE Presentation - BOEs may be misleading, particularly if used in isolation. A BOE conversion ratio of 6MCF: 1 bbl is 
based on an energy equivalency conversation method primarily applicable at the burner tip and does not represent a 
value equivalency at the wellhead. All BOE conversions in this report are derived by converting gas to oil in the ratio 


of six thousand cubic feet of gas to one barrel of oil. 


OIL AND GAS REVENUES 

Oil and gas revenue, before royalties, for the year ended December 31, 2003 was $61,906,862 compared to 
$22,110,000 for the year ended December 31, 2002 - a 180% increase. This was due to a $2.13 per barrel increase 
in the average oil price, a $1.82 per mcf increase in the average price of natural gas and an increase of 126% in boe 
production from 746,264 boe in 2002 to 1,688,876 in 2003. Approximately 25% of the revenue increase was a 


consequence of acquisitions made during the year. 


Year Ended Year Ended 
December 31 
2002 


Oil and Gas Revenues, Before Royalties 61,906,862 22,110,000 
Oil and NGL Production (bbls) 611,489 377,454 


Oil Price ($/bbl) 33.99 31.86 
Gas Production (MMcf) 6,464 2,cis 
Gas Price ($/Mcf) 6.35 4.53 
BOE Production 1,688,876 746,264 
BOE per Day 4,627 2,045 


ROYALTIES 


Total royalties, net of ARTC, were $12,372,279 ($7.33 per BOE) for the year ended December 31, 2003 compared to 
$5,152,514 ($6.90 per BOE) for the year ended December 31, 2002. Royalty rates increased with commodity prices. 
Net royalties represented 20.0% of gross revenues in 2003 compared to 23.1% in 2002. Net royalties as a percentage 
of gross revenues was down mainly due to production acquired from Del Roca Energy Ltd. and Sunfire Energy 
Corporation in the Pembina, Alberta area where production per well is low resulting in lower royalty rates. Alberta 
Royalty Tax Credit was $784,497 for the year, higher than the $500,000 maximum due to the successful appeal of a 
Notice of Assessment resulting in the refund of $284,497 of ARTC. 


Crown Royalties 7,098,924 298,337 
Indian Oil & Gas Canada Royalties 3,467,264 1,249,226 


Freehold Royalties 1,196,274 779,994 
Saskatchewan Production Tax -__ 775,980 502,834 
Gross Overriding Royalties 618,334 meo2s noe 

13,156,776 5,353,516 
Alberta Royalty Tax Credit (784,497) ———- (201,002) 


Net Royalties 12,372,279 152,514 
Net Royalties per BOE (6:1) 7 , 


OPERATING EXPENSES 
Operating expenses in calendar 2003 were $8,935,754 ($5.29 per BOE) compared to 
$2,521,492 ($3.38 per BOE) in fiscal 2002. Operating costs increased on a BOE basis due to 
some of the purchased longer reserve life and low productivity properties having higher per 
BOE operating costs and also scheduled yearly maintenance at the Company-owned facilities 
at Saddle Lake, Shane, Whitefish Lake and Hartaven. All these facilities were new in 2002 
and hadn't begun scheduled maintenance. 


DEPLETION, DEPRECIATION AND AMORTIZATION (DD&A) 

The DD&A rate increased as a result of the new method of evaluating reserves under NI 51-101 
which required a more stringent definition of proved reserves. This resulted in more new 
reserves being classified as probable. Under the new full cost accounting guidelines probable 
reserves are not eligible to be used in the calculation of DD&A. Depletion and depreciation was 
$24,437,000 for the year ended December 31, 2003, which represents a provision of $14.47 per 
BOE of production. For the year ended December 31, 2002, the Company recorded a DD&A 
provision of $6,734,100 ($9.02 per BOE). Amortization of deferred charges were $52,000 in 
2002. The total balance of deferred changes was amortized as of December 31, 2002. The 
increase in DD&A is due to the increase in property and equipment to be depleted resulting 
from the acquisitions of Del Roca Energy Ltd. and Sunfire Energy Corporation and a very active 
drilling and development capital program. 


Gross General and Administrative 2,595,579 
Acquisition, Exploration 

& Development Costs Capitalized (1,367,500) (779,000) 
Overhead Recoveries (884,131) (418,120) 
Net General and Administrative . 2,201,672 


1,398,459 
Per BOE 1.30 IES 7 


GENERAL AND ADMINISTRATIVE 

Gross general and administrative costs have increased from $2,595,579 in 2002 to 
$4,453,303 mainly due to the hiring of additional personnel and increases in most G&A 
expense categories with increased activity and production. Net general and administrative 


costs increased 57% compared to a 126% increase in production. 


PROVISION FOR INCOME TAXES 
The 2003 provision for income taxes was comprised of $1.1 million in future taxes 
(2002 - $1,897,000) and $176,710 related to large corporation tax (2002 - $8,516). 


The company’s future income tax provision and the future tax liability were reduced by 
approximately $2.2 million in 2003 as a result of changes to federal and Alberta income tax 
legislation, which reduced the statutory corporate income tax rates on income earned from 
resource activities on the current and future periods. The changes reduced the federal rate on 
resource income by 7% provided for the deduction of Crown charges and will eliminate the resource 
allowance by 2007. The Alberta rate was reduced by one-half percent. Effective June 2003, the 
combined federal and Alberta corporate tax rate declined 1.25%, thereby reducing the current 


period's effective tax rate. 
There was no cash income tax provision in 2003 and none is expected in 2004. 
EQUITY 


On January 23, 2003, the Company issued 2,800,000 common shares at $2.56 as partial 
consideration for the purchase of Del Roca Energy Ltd. Effective May 23, 2003 the Company 
closed the issue of 9,500,000 subscription receipts at $3.05 per unit which were converted 
into common shares on the closing of the acquisition of Sunfire Energy Corporation at no 
additional cost. On December 3, 2003, the company issued 2,225,000 flow-through common 
shares at a price of $4.50. The Company purchased 801,800 common shares under normal 
course issuer bids during the fiscal year at a total cost of $2,388,934. Average cost of the 
cancelled shares was $2.98. As of December 31, 2003 there were 32,427,705 common shares 


issued and outstanding. 


Return on equity was 15% for the year ended December 31, 2003 compared to 19% for the 


previous year. 


ACQUISITIONS AND DIVESTITURES 

Effective January 29, 2003 the Company purchased all the common shares of Del Roca Energy Ltd., 
a public oil and gas exploration and development company for $6,562,585 cash consideration and 
2,800,000 common shares at $2.56 ($7,117,819). On June 30, 2003 the Company purchased all the 
common shares of Sunfire Energy Corporation, a public company engaged in the exploration for 
and production of natural gas and crude oil in western Canada for $45,754,287 cash consideration. 


Both transactions were accounted for using the purchase method. 


CAPITAL EXPENDITURES 


Capital additions, excluding acquisitions and divestitures, for the year ended December 31, 2003 
were $34,843,843 compared to $14,484,788 for the year ended December 31, 2002. 


on 


6,837,059 1,164,697 


Seismic & Exploration 4,657,731 2,298,099 
Drilling & Completion 18,112,646 7,911,474 


4,902,446 3,048,069 
333,961 ___—Ss_———«6 2,449 


34,843,843 14,484,788 


LIQUIDITY AND CAPITAL RESOURCES 
TUSK had a working capital deficiency, before bank indebtedness, of $4,184,745 at 
December 31, 2003. 


The Company has a financing arrangement with two Canadian financial institutions whereby 
the Company was provided a $60 million revolving production loan of which $45.3 million 
was drawn as at December 31, 2003. 


On an ongoing basis TUSK will typically utilize three sources of funding to finance its capital 
expenditure program: internally generated cash flow from operations, debt where deemed 
appropriate and new equity issues if available on favorable terms. When financing corporate 
acquisitions, TUSK may also assume certain future liabilities. Commodity prices and production 
volumes have the largest impact on TUSK’s ability to generate adequate cash flow to meet all 
its obligations. A prolonged decrease in commodity prices would negatively affect TUSK’s cash 
flow from operations and would also likely result in a reduction in the amount of bank loan 
available. If TUSK’s capital expenditure program does not result in sufficient additional 
reserves and/or production if would likely have a negative impact on TUSK’s liquidity. 


TUSK may adjust its capital expenditure program depending on the commodity price outlook. 
TUSK believes that internally generated cash flow and incremental bank debt should be 
sufficient to finance current operations and planned capital spending in the next year. 


BUSINESS RISKS 

The marketability and price of products owned or that may be acquired or discovered by 
TUSK will be affected by numerous factors beyond the Company's control. TUSK must compete 
in all aspects of its operations with a number of other corporations that have equal or 
greater technical or financial resources. The ability of the Company to market its natural gas 
may depend on its ability to acquire space in pipelines that deliver natural gas to commercial 
markets. The Company is also subject to market fluctuations in the prices of products, 
exchange rates, uncertainties related to the proximity of its reserves to pipelines and 


processing facilities and extensive government regulation. 
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COSTLESS COLLARS & PUTS 


The Company entered into several short term arrangements impacting the selling price of part 


of its oil and natural gas production applicable to the 2003 fiscal year. These agreements 


included both costless collars and floor price arrangements. The Company realized a net loss 
of $1,478,506 (compared to a net gain of $659,261 in 2002) on its oil and natural gas risk 
management program. Additional information with respect to similar arrangements applicable 


to the 2004 fiscal year is included in Note 12 to the Financial Statements. 


SHARE TRADING INFORMATION 


deh 
High ($/share) 4.60 


Low ($/share) 2.40 
Close ($/share) 3.80 
Volume 34,668,965 
Value ($) 124,197,360 


QUARTERLY DATA (UNAUDITED) 


14,061,514 
55,348,161 


2003 
Third 

- Quarter 
4.48 

3.28 

3.80 

by sy. Sil 7/ 
PR {3333}, (25) 


Second 
Quarter 


3.80 

Lal) 

3.68 
7,595,634 
25,532,824 


A summary of the key financial results reported in the 12 months ending December 31, 2003 


are as follows: 


Oil & Gas Revenue, Net of Royalties 
Net Income (Loss) 

Net Income (Loss) per Share 

Cash Flow 

Cash Flow per Share 

BOEs per Day (6:1) 

Gas Price 

Oil Price 


INCOME TAX POOLS (UNAUDITED) 


"13,637,220 


(1,674,782) 
(0.12) 
8,860,103 
0.24 
5,775 
5.37 
24031 


12,737,001 
1,841,121 
0.04 
9,014,351 
0.30 

5,026 

6.01 

32.96 


$ 
$ 
$ 
$ 
$ 


12,571,439 
6,461,723 
0.28 
9,804,608 
0.40 

4,383 

Hosts) 

33.71 


The consolidated income tax pools for the Company and its subsidiaries estimated as of 


December 31, 2003 are as follows: 


Canadian Exploration Expense 
Canadian Development Expense 
Canadian Oil & Gas Property Expense 
Undepreciated Capital Costs 


Business Losses 


Share Issue Expenses 
Other 


First 
Quarter 


3.39 

2.40 

2.98 
7,159,500 
20,483,124 


10,588,923 
3,480,914 
0.18 


8,579,914 jaan 


0.43 
3,292 
8.09 
38.24 


22,593,000 
14,095,000 
21,702,000 
20,535,000 
9,411,000 
2,887,000 
307,000 
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91,530,000 


10.1 


Based on the Company's budgeted capital 


expenditures and budgeted revenue and 
expenses, the Company does not expect to 
be taxable in 2004. 


Application of Critical 0.22 


Accounting Estimates 


The significant accounting policies 

used by TUSK are disclosed in note 

1 to the Consolidated Financial 

Statements. Certain accounting 1.0 0.9 1.3 


policies require that management 0.4 
make appropriate decisions with 
98 99 00 01 02 03 98 99 00 01 02 03 


respect to the formulation of 


estimates and assumptions that Net Earnings Net Earnings 
($MM) per Share 


affect the reported amounts of es 


assets, liabilities, revenues and 

expenses. The following discusses such accounting policies and is included in Management's 
Discussion and Analysis to aid the reader in assessing the critical accounting policies and 
practices of the Company and the likelihood of materially different results being reported. 
TUSK’s management reviews its estimates regularly. The emergence of new information and 
changed circumstances may result in actual results or changes to estimated amounts that 


differ materially from current estimates. 


The following assessment of significant accounting policies is not meant to be exhaustive. 
The Company might realize different results from the application of new accounting 


standards promulgated, from time to time, by various rule-making bodies. 


PROVED AND PROBABLE OIL AND GAS RESERVES 

Under NI 51-101, “Proved” reserves are those reserves that can be estimated with a high 
degree of certainty to be recoverable (it is likely that the actual remaining quantities 
recovered will exceed the estimated Proved reserves). In accordance with this definition, the 
level of certainty targeted by the reporting company should result in at least a 90 percent 
probability that the quantities actually recovered will equal or exceed the estimated reserves. 
There was no such consideration of probability under the Canadian Securities Administrators’ 
National Policy 2-B (“NP-2B”). In the case of “Probable” reserves, which are obviously less 
certain to be recovered than Proved reserves, NI 51-101 states that it must be equally likely 
that the actual remaining quantities recovered will be greater or less than the sum of the 
estimated Proved plus Probable reserves. With respect to the consideration of certainty, in 
order to report reserves as Proved plus Probable, the reporting company must believe that 


there is at least a 50 percent probability that the quantities actually recovered will equal 
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or exceed the sum of the estimated Proved plus Probable reserves. The implementation of 


NI 51-101 has resulted in a more rigorous and uniform standardization of Reserve evaluation. 


Proved plus Probable reserves as defined in NI 51-101 are viewed by many industry 
participants as being comparable to the “Established” reserves definition that was used 
historically. Under the previous rules, the Established reserves category was generally 
calculated on the basis that Proved plus half of Probable reserves (as those terms were 
defined in NP 2-B) represented the best estimate at the time. TUSK believes that its 
Established reserves reported under NP 2-B were calculated on a conservative basis as its 
estimate of reserves that would ultimately be recovered. As a result, and for comparison 
purposes, TUSK has included Established reserves from its December 31, 2002 reserve report 
as the December 31, 2003 opening balances under the Proved Plus Probable reserves category 
reconciled on a Company interest basis. Similarly, TUSK has included 50 percent of Probable 
reserves from the December 31, 2002 reserve report as the opening balances under the 


Probable reserves category, again reconciled on a Company interest basis. 


The oil and gas reserve estimates are made using all available geological and reservoir data as 
well as historical production data. Estimates are reviewed and revised as appropriate. 
Revisions occur as a result of changes in prices, costs, fiscal regimes, reservoir performance or 
a change in the Company’s plans. The effect of changes in proved oil and gas reserves on the 
financial results and position of the Company is described under the heading “Full Cost 


Accounting for Oil and Gas Activities”. 
Full Cost Accounting for Oil and Gas Activities 


DEPLETION EXPENSE 

The Company uses the full cost method of accounting for exploration and development 
activities. In accordance with this method of accounting, all costs associated with exploration 
and development are capitalized whether successful or not. The aggregate of net capitalized 
costs and estimated future development costs less estimated salvage values is amortized using 


the unit-of-production method based on estimated proved oil and gas reserves. 


An increase in estimated proved oil and gas reserves would result in a corresponding reduction 
in depletion expense. A decrease in estimated future development costs would result in a 


corresponding reduction in depletion expense. 


WITHHELD COSTS 

Certain costs related to unproved properties may be excluded from costs subject to depletion 
until proved reserves have been determined or their value is impaired. These properties are 
reviewed quarterly and any impairment is transferred to the costs being depleted or, if the 
properties are located in a cost centre where there is no reserve base, the impairment is 
charged directly to earnings. 
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FULL COST ACCOUNTING CEILING TEST 

The carrying value of property, plant and equipment is reviewed at least annually for 
impairment. Impairment occurs when the carrying value of the assets is not recoverable by 
the future undiscounted cash flows. The cost recovery ceiling test is based on estimates of 
proved reserves, production rate, petroleum and natural gas prices, future costs and other 
relevant assumptions. By their nature, these estimates are subject to measurement 
uncertainty and the impact on the financial statements could be material. Any impairment 


would be charged as additional depletion and depreciation expense. 
IMPAIRMENT OF LONG-LIVED ASSETS 


The Company is required to review the carrying value of all property, plant and equipment, 
including the carrying value of oil and gas assets, for potential impairment. Impairment is 
indicated if the carrying value of the long-lived asset or oil and gas cost centre is not 
recoverable by the future undiscounted cash flows. If impairment is indicated, the amount by 
which the carrying value exceeds the estimated fair value of the long-lived asset is charged 


to earnings. 


FAIR VALUE OF DERIVATIVE INSTRUMENTS 

Periodically TUSK utilizes financial derivatives to manage market risk. The purpose of the 
hedge is to provide an element of stability to TUSK’s cash flow in a volatile environment. 
TUSK discloses the estimated fair value of open hedging contracts as at the end of a 
reporting period. Effective January 1, 2004 TUSK will adopt CICA Accounting Guideline 13, 
“Hedging Relationships” (“AcG-13”). 


The estimation of the fair value of certain hedging derivatives requires considerable judgment. 
The estimation of the fair value of commodity price hedges requires sophisticated financial 
models that incorporate forward price and volatility data and, which when compared with 
TUSK’s open hedging contracts, produce cash inflow or outflow variances over the contract 
period. The estimate of fair value for interest rate and foreign currency hedges is determined 
primarily through quotes from financial institutions. Accounting rules for transactions 


involving derivative instruments are complex and subject to a range of interpretation. 


ASSET RETIREMENT OBLIGATIONS 

Effective January 1, 2004, the Company will change its accounting policy with respect to 
accounting for asset retirement obligations. The Company, under the current policy, is required 
to provide for future removal and site restoration costs. The Company must estimate these 
costs in accordance with existing laws, contracts or other policies. These estimated costs are 
charged to earnings and the appropriate liability account over the expected service life of the 
asset. When the future removal and site restoration costs cannot be reasonably determined, a 
contingent liability may exist. Contingent liabilities are charged to earnings when 


management is able to determine the amount and the likelihood of the future obligation. 
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Over recent years TUSK has grown considerably through combining with other businesses. 


TUSK acquired Del Roca Energy Ltd. and Sunfire Energy Corporation in 2003. These 
transactions were accounted for using what is now the only accounting method available, the 
purchase method. Under the purchase method, the acquiring company includes the fair value 
of the assets of the acquired entity on its balance sheet. The determination of fair value 
necessarily involves many assumptions. The valuation of oil and gas properties primarily relies 
on placing a value on the oil and gas reserves. The valuation of oil and gas reserves entails 
the process described above under the caption “Proved Oil and Gas Reserves” but in contrast 
incorporates the use of economic forecasts that estimate future changes in prices and costs. 
In addition this methodology is used to value unproved oil and gas reserves. The valuation 


of these reserves, by their nature, is less certain than the valuation of proved reserves. 


GOODWILL 

The process of accounting for the purchase of a company, described above, results in 
recognizing the fair value of the acquired company’s assets on the balance sheet of the 
acquiring company. Any excess of the purchase price over fair value is recorded as goodwill. 
Since goodwill results from the culmination of a process that is inherently imprecise the 
determination of goodwill is also imprecise. In accordance with the recent issuance of CICA 
section 3062, “Goodwill and Other Intangible Assets”, goodwill is no longer amortized but 
assessed periodically for impairment. The process of assessing goodwill for impairment 
necessarily requires TUSK to determine the fair value of its assets and liabilities. Such a 


process involves considerable judgment. 


LEGAL, ENVIRONMENTAL REMEDIATION AND OTHER CONTINGENT MATTERS 

The Company is required to both determine whether a loss is probable based on judgment 
and interpretation of laws and regulations and determine that the loss can reasonably be 
estimated. When the loss is determined it is charged to earnings. The Company's management 
must continually monitor known and potential contingent matters and make appropriate 


provisions by charges to earnings when warranted by circumstance. 
New Accounting Standards 


STOCK-BASED COMPENSATION PLANS 

In September 2003, the CICA issued an amendment to Section 3870 “Stock-based 
Compensation and Other Stock-based Payments”. This standard provides for the retroactive 
adoption of fair value accounting effective January 1, 2004. After January 1, 2004 the fair 
value of stock-based compensation and other transactions will be recognized as an expense 
in the financial statements. 


TKE 


OIL AND GAS FULL COST ACCOUNTING 
In July 2003, the Accounting Standards Board issued Accounting Guideline 16, “Oil and Gas 
Accounting - Full Cost” which replaced Guideline 5. 


The new standards prescribe the recognition of impairment only if the carrying amount of a 
long-lived asset is not recoverable from its undiscounted cash flows and measure the 
impairment amount as the difference between the carrying amount and the fair value. 


CONTINUOUS DISCLOSURE OBLIGATIONS 

Effective March 31, 2004, the Company and all reporting issuers in Canada will be subject to new 
disclosure requirements as per National Instrument 51-102 “Continuous Disclosure Obligations”. 
This new instrument is effective for fiscal years beginning on or after January 1, 2004. 

The instrument imposes shorter reporting periods for filing and enhanced disclosure requirement 
for annual and interim financial statements, MD&A and the Annual Information Form (“AIF”). 
Under this new instrument, it will no longer be mandatory for the Company to mail annual and 
interim financial statements and MD&A to shareholders, but rather these documents will be 
provided on an “as requested” basis. It is TUSK’s intention to make these documents available on 


the Company's website on a continuous basis. 
Forward Looking Statements 


Certain information regarding TUSK set forth in the document, including management's 
assessment of TUSK’s future plans and operations, contain forward looking statements that 
involve substantial known and unknown risks and uncertainties. These forward looking 
statements are subject to numerous risks and uncertainties, certain of which are beyond 
TUSK’s control, including the impact of general imprecision of reserve estimates, 
environmental risks, taxation policies, competition from other producers, the lack of 
availability of qualified personnel or management, stock market volatility and the ability to 
access sufficient capital from internal or external sources. TUSK’s actual results, performance 
or achievement could differ materially from those expressed in, or implied by, these forward 
looking statements and, accordingly, no assurance can be given that any of events 
anticipated by the forward looking statements will transpire or occur, or if any of them do 
so, what benefits that TUSK will derive therefrom. 
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Consolidated Balance Sheets 


ASSETS 


Current Assets 
Cash 
Accounts Receivable 
Loans to Officers and Directors (Note 2) 
Prepaid Expenses and Deposits 


Investment (Note 3) 
Property, Plant and Equipment (Note 6) 
Goodwill 


84,249 
11,643,716 


857,483 


December 31, 2002 


cS). 


17,156 
3,216,696 
475,306 
264,231 


12,585,448 
826,246 
143,947,551 
11,160,724 


3,973,389 
826,246 
43,900,227 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current Liabilities 
Accounts Payable 
Bank Indebtedness (Note 7) 
Current Portion of Obligations Under Capital Lease (Note 8) 


168,519,969 


15,844,773 
45,300,000 
925,420 


48,699,862 


5,005,670 
12,200,000 
249,900 


62,070,193 


17,455,570 


Obligations Under Capital Lease (Note 8) _ 


522,131 


796,997 


Future Site Restoration 


1,536,476 


418,462 


Future Income Taxes (Note 10) 


35,899,980 


11322875 


Shareholders’ Equity 
Capital Stock (Note 9) 
Retained Earnings — 


53,985,151 
14,506,038 


13,002,896 
5,703,062 


68,491,189 


18,705,958 


See Accompanying Notes 


Approved on Behalf of the Board: 


Wtiibeblbor— 


Norman W. Holton, Director 


168,519,969 


Vu Ube 


James E. Lawson, Director 


48,699,862 


Revenue 
Oil and Gas Revenues 


peer ee Ok betta Revol tex Grete 


Net Oil and Gas Revenues ; 


Expenses 
Oil and Gas Operating 
Interest on Debt 
Provision for Future Site Restorations 
General and Administrative 
Depreciation, Depletion and Amortization 


Earnings Before Income Taxes 


Income Taxes (Note 10) 
Current 


Net Income for the Year 


Retained Earnings, Beginning of Year 


Adjustment for Share Redemption 


Retained Earnings, End of Year 


Net Income per Share (Note 9) 
Basic 
Diluted 


See Accompanying Notes 


61,906,862 


_ 12,372,279 
49,534,583 — 


8,935,754 
1,961,471 
613,000 
2,201,672 
24,437,000 


(38,148,897 


11,385,686 


176,710 
1,100,000 


1,276,710 
10,108,976 
5,703,062 


(1,306,000) 
14,506,038 


Consolidated Statements of Earnings and Retained Earnings 


yn 


22,110,000 
5,152,514 


16,957,486 


2,521,492 
757,888 
85,000 
1,398,459 
6,734,100 


11,496,939 
5,460,547 


8,516 
1,897,000 


1,905,516 
3,555,031 
2,362,031 
(214,000) 
5,703,062 


0.22 
0.20 
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Cash Provided by (Used In): 


Operating Activities 
Net Income 


Items not Requiring Cash: 
Provision for Future Site Restorations 
Depreciation, Depletion and Amortization 
Future Income Taxes 


Consolidated Statements of Cash Flows 


10,108,976 


613,000 
24,437,000 
1,100,000 


For the Year Ended 
_ December 31, 2002 


($) 


3,555,031 


85,000 
6,734,100 
1,894,000 


Funds from Operations 
Site Restoration Expenditures 


Change in Non-cash Working Capital 


36,258,976 
(18,189) 
(3,702,918) 


12,268,131 


(17,159) 


Financing Activities 
Issue of Capital Stock 
Share Issue Costs 
Repurchase of Common Shares 
Bank Indebtedness 
Obligations Under Capital Lease 
Loans to Officers and Directors 


32,537,869 


12,250,972 


39,948,366 
(2,425,996) 
(2,388,934) 
12,676,265 
(65,672) 
475,306 


2,686,000 
(54,138) 
(378,990) 
(1,650,000) 
612,276 
357,205 


48,219,335 


1512355 


Investing Activities 
Oil and Gas Properties 
Proceeds on Sales of Oil and Gas Properties 
Acquisitions, Net of Cash Acquired (Notes 4 and 5) 
Furniture and Equipment 
Change in Non-Cash Working Capital 


(34,509,882) 


(52,078,867) 
(333,961) 
6,232,599 


(14,422,339) 
300,000 
(62,449) 
361,033 


(80,690,111) 


(13,823,755) 


Increase (Decrease) in Cash During the Year 


Cash: Beginning of Year alert 


67,093 
17,156 


(430) 
17,586 


Cash: End of Year oles. 
Interest Paid : 
Taxes Paid 


See Accompanying Notes 
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84,249 
1,811,829 
26,710 


17,156 
761,553 
15,779 


Sy 


Notes to Consolidated Financial Statements 


1. Significant Accounting Policies 
a) Basis of Presentation: 


These consolidated financial statements include the accounts of the Company’s wholly-owned subsidiaries, TUSK Energy 
(AB Production) Inc., TUSK Energy (SK Production) Inc., TUSK Energy Partnership and Sunfire Energy Corporation. 


b) Oil and Gas Properties: 


The Company follows the full cost method of accounting in accordance with the guidelines issued by the Canadian 
Institute of Chartered Accountants, whereby all costs associated with the exploration for and development of oil and 
gas reserves are capitalized. All such costs are accumulated in a single cost centre representing the Company's activities. 
Such costs include land acquisitions, drilling and geological and geophysical expenses related to exploration and 
development activities. Gains or losses are not recognized upon disposition of oil and gas properties unless crediting 
the proceeds against accumulated costs would result in a 20% or more change in the rate of depletion. 


Costs capitalized in the cost centre, plus a provision for future development costs of proved undeveloped reserves, are 
depleted using the unit-of-production method, based on estimated proved oil and gas reserves, before royalties, as 
determined by independent consulting engineers. For purposes of the depletion calculation, oil and gas reserves are 
converted to a common unit of measure on the basis of their relative heating value of six thousand cubic feet of gas to 
one barrel of oil. The carrying value of undeveloped properties is excluded in the depletion calculation. 


In applying the full cost method, the Company performs a ceiling test which limits the capitalized costs less 
accumulated depletion and depreciation to an amount equal to the estimated undiscounted value of future net revenues 
from proved oil and gas reserves, based on year-end prices and costs, and after deducting estimated future general and 
administrative expenses, future abandonment and site restoration costs, financing costs and income taxes. 


The Company periodically reviews the costs associated with undeveloped properties to determine whether the costs will 
be recoverable. An impairment allowance is made if the results of the review indicate an impairment has occurred. 


Estimated future abandonment and site restoration costs are provided for using the unit-of-production method based 
upon estimated proved reserves. Removal and site restoration expenditures are charged to the accumulated provision 
account as incurred. 


c) Joint Ventures: 


Substantially all of the Company's oil and gas activities are conducted jointly with others. The accounts reflect only the 
Company's proportionate interest in such activities. 


d) Goodwill: 


Goodwill is tested for impairment on an annual basis in the fourth quarter. If indications of impairment are present, a 
loss would be charged to earnings for the amount that the carrying amount of the goodwill exceeds its fair value. 


e) Per Share Amounts: 


Basic per share amounts are calculated using the weighted average number of shares outstanding during the year. 
Weighted average number of shares is determined by relating the portion of time within the reporting period that 
common shares have been outstanding to the total time in that period. Diluted per share amounts are calculated based 
on the treasury stock method which assumes that any proceeds obtained on exercise of option would be used to 
purchase common shares at the average market price during the period. The weighted average number of shares 
outstanding is then adjusted by the net change. 


f) Measurement Uncertainty: 


The amounts recorded for depletion and depreciation of capital assets and the provision for future abandonment and 
site restoration costs are based on estimates. The ceiling test is based on such factors as estimated proved reserves, 
production rates, oil and natural gas prices, future costs and other relevant assumptions. By their nature, these 
estimates are subject to measurement uncertainty and the impact on the financial statements of future periods could 
be material. - 
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3. 


4. 


g) Financial Instruments: 


The Company periodically used certain financial instruments to hedge its exposure to commodity price and foreign 
exchange fluctuations on a portion of its crude oil and natural gas sales. Gains and losses on these transactions are 
reported as adjustments to revenue when the hedged production is sold. 


h) Income Taxes: 


The Company follows the liability method of accounting for income taxes. Under this method, future income tax assets 
and liabilities are determined based on differences between the financial reporting and tax bases of assets and 
liabilities, and measured using the substantively enacted tax rates in effect. If enacted tax rates vary between years, 
each rate is applied to these temporary differences in the year of expected recovery or settlement. 


i) Stock Options: 


The Company accounts for its stock based compensation plan using the settlement method. Under this method, no 
expense is recognized in the financial statements for share options granted to employees or directors when the option 
is issued at market value. Consideration paid by directors, officers and employees on the exercise of stock options under 
the stock option plan is recorded as share capital. 


J) Revenue Recognition: 
Revenues from the sale of petroleum and natural gas are recorded when title passes to an external party. 
k) Flow-Through Shares: 


Flow-through shares are issued at a fixed price and the proceeds are used to fund qualifying exploration and 
development expenditures within a defined period. The qualifying expenditure deductions funded by the flow-through 
arrangements are renounced to investors in accordance with Canadian tax legislation. To recognize the foregone tax 
benefits of flow-through shares, share capital is reduced and a future income tax liability is recorded for the estimated 
future tax cost of the renounced expenditures, when the expenditures are renounced. 


Loans Due from Officers and Directors 


In 2000 the Company loaned $832,511 to certain officers and directors to purchase common shares of the Company in 
a market transaction at a price of $0.85 per share. The loans were for a term of three years beginning April 10, 2000, 
bearing interest at a rate of 5% per annum and were secured by the purchased shares. During 2002 $357,205 of the 
loans were repaid and the balance of the loans were repaid in 2003. 


Investment 


The Company has invested a total of $226,246 in common shares of Loon Energy Inc. (“Loon”), an oil and gas company 
which is listed on the Canadian Venture Exchange and $600,000, in the form of a convertible subordinated debenture 
due January 1, 2006 bearing interest at 2% above the Company’s bank’s prime lending rate. The debenture is convertible 
at 10 common shares for $1 of debenture. One officer and director of the Company is an officer and director of Loon. 
Fair value of the common shares and the debenture approximates their carrying value. 


Acquisition of Del Roca Energy Ltd. 


On January 29, 2003 the Company acquired all of the issued and outstanding shares of Del Roca Energy Ltd., a public 
company engaged in the exploration for and production of natural gas and crude oil in Western Canada. The transaction 
was accounted for using the purchase method with the results of operations being included from the date of acquisition. 


Consideration given ae Se = oe eae NAb Re 
Cash 6,335,443 
Transaction Costs a J ate 227,142 
Total Cash Consideration : 6,562,585 
Non-Cash Issue of 2,800,000 Common Shares @ $2.56 per share ts AT SI 

13,680,404 


5. 


6. 


Allocation of Purchase Price ($) 


Capital Assets 23,369,825 
Future Income Taxes (4,904,161) 
Future Site Restoration (247,541) 
Working Capital 686,016 
__ Bank Indebtedness _ (5,223,739) 
13,680,404 


meaner ern rene S 


Acquisition of Sunfire Energy Corporation 


On June 30, 2003 the Company acquired all of the issued and outstanding shares of Sunfire Energy Corporation a public 
company engaged in the exploration for and production of natural gas and crude oil in Western Canada. The transaction 
was accounted for using the purchase method with the results of operations being included from the date of acquisition. 


Consideration given ($) 
Cash 44,910,631 
___ Transaction Costs 843,656 
__ Total Cash Consideration 45,754,287 
Allocation of Purchase Price _ ($) 
Capital Assets 66,270,656 
Goodwill 11,160,724 
Future Income Taxes (15,997,944) 
Future Site Restoration (275,662) 
Working Capital (includes cash of $238,005) 262,839 
Obligations Under Capital Lease (466,326) 
Bank Indebtedness (15,200,000) 
oath RS oa 45,754,287 


eects es 


Property, Plant and Equipment 
December 31, 2003 


Accumulated Depletion Net Book 

Cost and Depreciation Value 

Sin 2 ($) ($) ($) 
Oil and Gas Properties 189,959,150 46,619,932 143,339,218 
Furniture and Equipment 974,256 365,923 608,333 
pees eS 190,933,406 46,985,855 143,947,551 


December 31, 2002 


Accumulated Depletion Net Book 

Cost and Depreciation Value 

ee ($) (3) ($) 
Oil and Gas Properties 65,985,144 22,285,932 43,699,212 
Furniture and Equipment 463,938 262,923 201,015 
ett 66,449,082 22,548,855 43,900,227 


During the year administrative overhead expenditures of $1,367,500 (2002 - $779,000) directly related to the 
acquisition, exploration and development of petroleum and natural gas reserves have been capitalized. The depletion 
calculation has excluded unproved properties of $7,416,000 (2002 - $2,500,000). 


As at December 31, 2003, the estimated future site restoration costs to be accrued over the remaining proved reserves 
are $3,697,000 (2002 - $543,000). 


on 


7. Bank Indebtedness 


Bank indebtedness is a revolving loan in the amount of $60,000,000 and bears interest at the bank’s prime lending rate 
plus 0.75% for the fourth quarter and is adjusted based on debt cash flow ratio, as defined, each quarter. The loan is 
scheduled to be reviewed no later than May 1, 2004. At December 31, 2003 the bank’s prime lending rate was 4.5%. The 
loan is secured by a $75,000,000 floating charge debenture over the majority of the assets of the Company and a general 
security agreement covering all present property of the Company. The Company is required to meet certain financial and 
engineering reporting requirements. 


8. Obligations Under Capital Lease 


Leases relating to gas compression and other equipment, having initial costs totalling $1,702,000 have been classified 
as capital leases and are included in capital assets. The capital lease obligations have implicit interest rates of 5.78% to 
8.50% and are repayable as follows: 2004 - $925,420, 2005 - $210,487, 2006 - $254,346 and 2007 - $57,298. 


9. Capital Stock 
a) Authorized: 
The Company has authorized capital of: 
— an unlimited number of common shares without nominal or par value. 


— an unlimited number of first and second preferred shares issuable in series with rights, privileges and conditions 
to be determined by the Board of Directors. 


b) Issued: 
Common shares were issued as follows: 


December 31, 2003 


Number Amount — Number ~ Amount 
3 Soe OU EN at Nice ae ($) 
Balance Beginning of Year 17,613,774 13,002,896 15,953,774 10,516,024 
Issued for Cash: 
Exercise of Stock Options 1110)333 960,866 135,000 148,500 
Issuance of Common Shares 12,280,398 36,092,819 1,750,000 2,537,500 
Issuance of Flow-Through Common Shares 2,225,000 10,012,500 - - 
Less: Tax Effect of Flow-Through Shares - (3,400,000) - - 
Repurchased under Normal 
Course Issuer Bid (801,800) (1,082,933) (225,000) __———_—(164,990) 
32,427,705 55,586,148 17,613,774 13,037,034 
Less: Share Issue Expenses, 
Net of Tax Effect of $825,000 eRe re CSS Cd Wome once GENS) 
Balance End of Year 1 232,427,105 21) 58;085,151 9 ayia te tees 18 OOo aoe 


c) Normal Course Issuer Bid: 


Under a Normal Course Issuer bid, the Company received approval in February 2003 to purchase up to 1,636,675 of 
its outstanding common shares until February 12, 2004. A total of 536,900 common shares at a cost of $1,635,019 
were purchased under the plan in 2003 and a total of 18,000 shares at a cost of $68,370 were purchased for the 
period January 1, 2004 to February 10, 2004. 


Under a Normal Course Issuer Bid, the Company received approval in February 2002 to purchase up to 1,363,500 of 
its outstanding common shares until February 12, 2003. A total of 489,900 shares at a cost of $1,093,048 were 
purchased under the plan in 2002 and 2003. 


The Company received approval in February, 2004 to purchase up to 2,978,800 of its outstanding common shares 
until February 12, 2005. 


d) Stock Options: 


The Company has a fixed stock option plan where the Company may grant options to its employees, directors and 
officers for up to 2,300,000 shares of common stock. Options issued in excess of 2,300,000 are subject to shareholder 
approval at the next shareholders meeting. Under this plan, the exercise price of each option equals the market price 
of the Company's stock on the date of grant. The maximum term of an option is 5 years. 


Stock options, entitling the holder to purchase shares from the Company, have been granted to directors, officers 
and certain employees of the Company. Stock options granted before November 1, 2002 vest and are exercisable 
immediately following the grant of the options. Stock options granted after November 2, 2002 vest one third on each 
of the first, second and third anniversary from the date of grant. 


A summary of the status of the Company’s stock option plan as of December 31, 2003 and 2002, and changes during 
the years ending on those dates is presented below. 


2003 2002 

Weighted Weighted 

Average Average 

Exercise Exercise 

3 a eee Options Price ($) Options Price ($) 
Outstanding at beginning of Year 1,995,000 0.92 2,000,000 0.86 
Granted 1,882,000 3.43 170,000 1.78 
Exercised (1,110,333) 0.87 (135,000) 1.10 
Expired/Cancelled (46,667) aya (40,000) 1.19 
Outstanding and exercisable at end of year 2,720,000 2.63 1,995,000 0.92 


The following table summarizes information regarding stock options outstanding at December 31, 2003: 


Options Outstanding 


Weighted 

Average 

Exercise Number Number Remaining 
Price ($) Outstanding Exercisable Contractual Life 
0.90 280,000 280,000 0.5 
0.80 100,000 100,000 IRS 
0.70 211,000 211,000 2.8 
1.00 177,000 177,000 225 
1.90 130,000 43,333 3.9 
2.90 407,000 = 4.1 
3.10 270,000 = 4.2 
Leo) 235,000 = 4.3 
Soy 275,000 = 4.5 
4.08 345,000 = 4.7 
4.16 50,000 = 4.7 
Sy2)3) 150,000 = 4.8 
3.98 60,000 = 4.9 
3.83 eee SO C00 oie 5.0 
Grane: rea ees _ 2,720,000 811,333 3.6 


Shareholder Protection Rights Plan: 


A Shareholder Protection Rights Plan (the “Rights Plan”) was approved at the Annual and Special Shareholders 
Meeting May 29, 2001. The Rights Plan utilizes the mechanism of the Permitted Bid to ensure that a person seeking 
control of the Corporation (an “Acquiring Person”) allows shareholders and the Board of Directors sufficient time to 
evaluate the bid. The purpose of the Permitted Bid (a bid which provides that shares tendered to the bid will not be 
taken up prior to 60 days following the date of the bid) is to encourage a potential bidder to avoid the dilutive 
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features of the Rights Plan by making a Permitted Bid or by negotiating with the Directors the terms of an offer 
which is fair to all shareholders. 


If a Take-Over Bid does not qualify as a Permitted Bid the Rights Plan provides that shareholders other than the 
Acquiring Person may purchase shares at a reduced price, thereby diluting the value of the Acquiring Person’s shares. 


f) Per Share Amounts: 


Per share amounts have been calculated on the weighted average number of shares outstanding. The weighted 
average shares outstanding for the year ended December 31, 2003 was 26,402,368 (2002 - 16,532,867). 


In computing diluted earnings per share, 782,207 shares were added to the weighted average number of common 
shares outstanding during the year December 31, 2003 (2002 - 911,476 shares) for the dilutive effect of employee 
stock options. No adjustments were required to reported earnings in computing diluted per share amounts. 


g) Pro-Forma Disclosure: 


The estimated fair value of stock options issued was determined using the Black-Scholes option pricing model 
assuming a risk free interest rate of 4% to 5%, estimated forfeiture of 10%, volatility of 38% to 56% and an expected 
life of 5 years. The weighted average fair value of stock options granted during the year was $1.58 per option. 


Had compensation cost for the Company’s stock based compensation been determined based on the fair value at the 
grant dates after January 1, 2002 the Company’s net income would have a charge of $604,000 ($12,000 in 2002) and 
earnings per share would have been $0.35 in 2003 the same as that reported in 2003. 


10. Income Taxes 


Income tax expense differs from the amount that would be computed by applying the federal and provincial statutory 
rate of 41.2% (2002 - 43.1%) to income before income taxes. The reasons for the differences are as follows: 


Year Ended Year Ended 
December 31 December 31 
2003 2002 
Tee eS ee Ve) ee eee 
Expected Income Tax Expense 4,690,900 2,353,500 
Non-deductible Crown Charges 2,930,300 1,207,300 
Alberta Royalty Tax Credit (290,900) (86,600) 
Resource Allowance (3,481,702) (1,593,000) 
Capital Taxes 176,710 8,516 
Change to estimate of recorded Tax Basis (548,598) 15,800 
Tax Rate Reduction Ae ie deci Pacr an ey OO ees he 2000) nee a fis 
Total Income Tax Expense TSS es SRN 


The components of the future tax liability at December 31, 2003 and 2002 are as follows: 


Year Ended Year Ended 
December 31, 2003 December 31, 2003 
Noe [ieee Aa 2 Oh ee ee 
Property, Plant and Equipment (41,429,980) (11,728,075) 
Share Issue Costs 1,087,000 257,100 
Site Restoration 532,000 135,100 
Non Capital Losses 3,709,000 = 
Investment Tax Credits 202,000 13,000 — 
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11. Commitments and Contingencies 


a) The Company entered into an agreement to lease office space for five years beginning February 1, 2003 for 
approximately $336,000 per year. The company assumed a lease obligation for office space which expires May 31, 
2004 for approximately $122,000 per year. 


b) The Company has been named in a statement of claim, for an unspecified amount, filed by a joint venture partner 
against the Company and the previous operator of the Meekwap East Flank Pool alleging that the defendants had 
failed to account for the joint venture partner’s share of revenues from the east flank lands. The amount of the 
liability, if any, can not be determined at this time. 


12. Financial Instruments 
a) Commodity Price Contracts: 


The Company is party to certain off-balance sheet derivative financial instruments, including crude oil and natural 
gas costless collar and floor price contracts. The Company enters into these contracts for the purpose of protecting 
its future earnings and cash flow from operations from the volatility of crude oil and natural gas commodity prices. 
The costless collar and floor price contracts reduce fluctuations in petroleum and natural gas revenues by locking in 
a floor price and, in the case of collars, also a maximum price. 


The Company has entered into several short-term arrangements for both oil and natural gas. For the year ended 
December 31, 2003, the Company realized a net loss of $1,478,506 (2002 - a gain of $659,261) on its oil and natural 
gas price risk management. 


No contracts were outstanding at December 31, 2003. Contracts outstanding in respect to financial instruments at 
March 12, 2004 were as follows: 


Pricing Cost/ 

Contract | Volume Point Strike Price Premium Term 
Crude Oil: 

Costless Collar 350 WII $22.00 - 34.50 N/A Jan 01 - Dec 31 
Put Option 350 WTI $23.00 $0.74/bbl Jan 01 - Dec 31 
Natural Gas: 

Costless Collar 6,300 AECO $5.00 - 10.50 N/A Jan 01 - Mar 31 
Costless Collar 6,300 AECO $4.00 - 7.20 N/A Apr 01 - June 30 
Costless Collar 6,300 AECO $4.00 - 7.10 N/A July 01 - Sept 30 
Costless Collar 6,300 AECO $4.00 - 8.00 N/A Oct 01 - Dec 31 
Put Option 6,300 AECO $4.00 $0.155/GJ Jan 01 - Dec 31 


(1) Oil volumes are in barrels per day. Gas volumes are in gigajoules per day. 

(2) Strike price and any cost or premium paid is in US dollars for oil and in Canadian dollars for gas. 
(3) All dates occur in 2004. 

(4) Costless collar strike price indicates the minimum floor and maximum ceiling. 


b) Credit Risk: 


The Company's accounts receivable are with customers and joint venture partners in the petroleum and natural gas 
business and are subject to normal credit risks. To mitigate this risk, the Company sells substantially all of its 
production to three primary purchasers under normal industry sale and payment terms. The Company may be 
exposed to certain losses in the event on non-performance by counterparts to commodity price contracts. The 
Company mitigates this risk by entering into transactions with highly rated major financial institutions. 


c) Foreign Currency Exchange Risk: 


The Company is exposed to foreign currency fluctuations as crude oil prices received are referenced in U.S. dollar 
denominated prices 
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d) Fair Value of Financial Instruments: 


The Company’s financial instruments recognized in the balance sheet consist of accounts receivable, accounts payable, 
bank indebtedness and obligations under capital leases. The fair value of these financial instruments approximate their 
carrying amounts due to their short terms to maturity or the indexed rate of interest on the bank indebtedness. 


Transactions entered into after December 31, 2003 are not reflected in the estimated fair market values shown below. 
At December 31, 2003 the estimated fair value of the above financial instrument transactions were as follows: 


$ thousands receivable (payable) eaates - 
Crude oil contracts (108,000) 
Natural gas contracts (12,400) 


The above estimated fair values are based on the market value of these instruments as at year-end and represent the 
amounts the Company would receive or pay to terminate the contracts at year-end. 
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Revenue 
Oil & Gas Revenues, Net 


Expenses 
Oil & Gas Operating 
Interest on Long-Term Debt 
Provision for Site Restoration 
General & Administrative 
Depreciation and Depletion 


Six Year Review 


49,534,583 


8,935,754 
1,961,471 
613,000 
2,201,672 
24,437,000 


16,957,486 


2,521,492 
757,888 
85,000 
1,398,459 
6,734,100 


8,651,117 


2,079,338 
642,363 
50,400 
901,651 
2,889,350 


6,805,788 


2,043,410 
487,087 
27,600 
687,669 
1,644,700 


5,086,350 4,103,157 


1,543,624 1,373,765 
277,071 271,490 
42,100 44,997 
672,049 474,128 
1,386,100 1,536,100 


Loss on Foreign Exchange - - - - 175,000 - 


Income Taxes 
Net Income 


38,148,897 
1,276,710 
10,108,976 


11,496,939 
1,905,516 


13/005,031 


6,563,102 
795,826 
1,292,189 


4,890,466 
1,006,730 
908,592 


4,095,944 3,701,080 


990,406 402,077 


Cash Flow from Operations 36,258,976 12,268,131 4,924,939 3,544,892 2,418,606 1,983,174 


Balance Sheet 
Working Capital (Deficiency) 
Other Assets 
Capital Assets 
Goodwill 
Bank Indebtedness 
Obligations Under Capital Lease 
Future Site Restoration 
Future Income Taxes 
Shareholders’ Equity 


Per Share Data 
Net Income (Loss) per Share 
Cash Flow per Share 


Production 
Oil (Bopd) 
Gas (Mcfd) 
Boepd 


Reserves (Proven & Probable - 2003) 
(Established 2002- 1998) 

Oil (Mbbls) 

Gas (MMcf) 

BOE 


(4,184,745) 
826,246 
143,947,551 
11,160,724 
45,300,000 
522,131 
1,536,476 
35,899,980 
68,491,189 


1,675 
17,710 
4,627 


3,905 
58,519 
13,658 


(1,282,181) 
826,246 
43,900,227 


12,200,000 
796,997 
418,462 

11,322,875 

18,705,958 


2,356 
20,596 
5,789 


(1,226,789) 
1,710,757 
36,397,539 


13,850,000 
371,115 
333,462 

9,448,875 

12,878,055 


rare 
21,054 
57139 


(2,223,265) 
1,162,757 
23,246,144 


4,350,000 
283,062 
5,912,249 
11,640,325 


2,204 
14,448 
4,612 


(44,859) 
480,851 
11,945,325 


(430,714) 
145,632 
10,767,247 


3,900,000 4,338,327 


252,411 210,311 


8,093,705 6,268,746 


2,967 1,370 
14,645 11,120 
5,408 3,223 
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Gord Case 
Vice President 
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Exploration & Land 
Rob Armstrong : 
Geological Technician 
Bruce Barrie 

Senior Geophysicist 
Warren Blair 

Land Manager 

Ian Brown 

Vice President 

Dr. Colin Chen 

Senior Geologist 

Carol Gaskin 

Supervisor Land Administration 
Nicole LaPointe 

Surface Land Administrator 
Jean MacLean 

Consulting Landman 
Shirley Pocock 

Land Administration Consultant 
Dave Slessor 

Manager of Geology 

Darol Turnquist 
Consulting Geologist 


Dr. Victor Verkhogliad 
Geologist 
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Norm Holton 
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Wayne Jessee 
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Receptionist/Accounts Payable 
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